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a LeZe4 Fabree and finiehes suitable for the tailoring 
and gene-al eatting-up trade and furniture co 
verine fabrics and draperies are manufactured 
by Montresl Cotta Lid. 
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Montreal Cottons ltd. was ineorpomted in 1911 to 
take over the business of the "Montreal Cotton Co.’ 
whieh bad comeneed overations in 1074 


An examination of the least lfe-year period seems 
sufficient to enable the informe:ion requested in 
the Omier im Council to be obtained 


The gaplitsl of the present Company cmaists of « 
5% bonis due 1943 @% 403,440.93 
% Cumlative « 
Preferred Stock, 30,000 shares 5,000,000,00 
Comon Stock, $0,000 * $, 000,000,00 


Dominion Textile Co. besides being the selling agent 
also ome 54,87 of the issued Comuon Shares of the 
Montreal, Cottons Go. 


Reduction of outatandi ng bonis from 91,900,000,00 
to #405 ,440,95 in 1925 is the only change which hae 
tehken place aince 1911 


It is claimed that the statement "Capitalization & 
Operating Reaulte* ia misleading and inacuurate in 
3 respects 


In the statement ‘Adjusted Amount for Capital’ the 
capital of the Goupmy is shown to be $2,564,500,00 


This enount is arrived at by deducting from the 
issued capital stock sue portion which represens 
sorplus existing at and perier to 1911 ani whieh 
Was re-loveated in the Com-any then 


It is els imoed the Commission Auditor admitted that 
the retention of scofites increased the caplial and 
was represented by assets (Bvide ps 12900) 


If profite prior to 1911 had been distributed to 
shareholders and the incrensed assets acquired by 

& new issue of stock, suk new iesued would have 

been shown in the cavital and not deducted (vi 4.12699) 
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Gapital Gtrueture « 2 


‘the Gommigsion Auditor stated thet profits shan 
were earned upon @ capital of $6,000,000,00 ma 
not “eon a cavital of $2, 684, 500,00 (Rvid, Ye 
12908) 


Conmiasion Additor stated that statément showing 
the take«up of the ¢apitel was used only to dine 
Close thé set-up of the eapitel ani for no other 
purpose (vid. 12902) 


Kompa@ative Balance Sheet’ diowa full value in 
ascets behimi all the iseusd share capital of 
the Conmpony 


It ig claimed that a higher value for fixed age 
seta telng adiown in the preceding statement than 
in this 'Cepitalization and Operating Reoulte* 
ae to ‘Adjusted Amount for Capital! is without 
basia and inconsistent 
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BAILY ARQUKENT 
a 18864 Plante machinery ani equirment in the 1956 balance 
meet wowe valued ot $7, 957,015.61 
S 16267 The Gemte over tie value of the imoveahbles of 
the Company was settled before an appeal of the 
Court's decision was heard 
6 fine ingivance appraisal value as et 29th June 193¢ 


wae 99,415 ,536,00 


1 16297 As to ‘¥ived Assets and Depreciation’ no good 
ground has been @ian for taking an Insurance 
appraisal as a basle of value for dixed easets 


4 18296 li is sumitted that natural inerenent in values 
since 1911 makes the depreciation written off 
dur ine the period inadequate 


M4 1page ‘VComperative Balence Sheet’ shows full value in 
gasete behind all the hasten a abhare carital of the 
Compa ay 

14 18205 Tt ie claimed that a higher value for fixed 


assets being shown in the preceding stateuwent than 
in this, "Capitalization ani Operating Results 
as to ha suated aeount forlapital’ is without 
basis ami incons! atent 
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Taxes paid by the Conguny are as follows « 
Muniei pal eid Jay /ss to DSCs 31/38 oad B48 644064 
Scho@l + July 1/36 to July 1/96 + $81,685,293 


The final dismte between the Compeny and the 
Wuniel pality as to t xs was settled by By-law 
No, £50 approved by the voters and ratified by 


The dispute over the value of immovealbes of the 
Company wae settled before an appeal of the Court's 
desision wae heard 


The Company coded unto the Town certain properties 
whieh had a value of $56,750,00 


Previous agremuents between the Torn and the Com any 
as to taxes had existed in 192) ,1911,1690 and 1ee2 


The Comany in the earlier days resolved @ bonuses 
from the Tom ani the encunt of comutated taxes 


fa around $900,000 since the inception of the 


Company 


The figures for Net Revenue far 49 yeara (1877~ 
1925) ave shown witout deducting Income Tax 


Yor purposes of Ineom Tax Department, Company 
has to take depreciation on cost 
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As shom in Ux. 958, the Conoany's opemtions over 
the past 15 yoors have not been profitable 


It ie e¢laimed that the statement of ‘Profit arm 
Lees and Surplus tase L926+1955* ave made in 
a rather? unusual manne: 


tt 4¢ @laimwed the Comission Auditor admitted that 
the retention of vrofitese increased the capital and 
was represented by assets (Yvid, p. 12900 


If vrofite priov to 1911 had been distributed te 
shareholders ond the increased sasota acquired by 
& new issue of atock, suc: new Lavue would have 

been shown in the capital and not deducted (8.12599) 


the Commission Auditor stated that profite whown 
were earned upon a cnpitel of $6,000,000 ami not 
upon & capital of 92,604,500,.00 (avid. 9+12902) 


The figures for Net Revenue for 49 years (167% 


1925) are down without deducting Incamw Tax 


Figaxves for 10 years (1926-1936) are chown witout 
deducting Inceme Taxes, Bom Interest and Sinking 
Fumi Reserve, hot remenucs boing aban as 

65, 067 , 221.39 (Evids 12903) 


Comidgsion Auditer stated thet he would confine 
eerninga of the Company to the first item of Net 
Revenus for 0 years to 1935 fran operations, 
8716 840.46 (Rvii. 12905) 


Commission Auditor admitted that the item ’frcne- 
fer from extraordinary profits .. 91,446,399,99° 
repregentes tbe omeceds of a 'enle * of a eapital 
agest having mo ecooneetion with the manufsoture 
of textiles 


The *oale* veforred is in veality the lease of the 
wate power for 76 years negotiated by the Coupany 
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Prof ita Zarnings & Logs « 2 


Counsel for Montreal Cottons contends that there 
has bea no evidence that there hac boun any ime 
proper cherging of expenditures to reverie account 
which should heave been eharged to capital account 
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8 18292 Ho depreciation was provided for during the years 
1928, 1929, 1950, 1931 ani 1992 
14 16297 As to "¥ixed aseots and Depreciation’ no good 
ground has been shown for taking an Inairance 
appraisal ae a basis ofvalue of fixed assets 
14 16298 Xt dea aubmitted thet natural increment in 
values ginee 1911 wakes the depreciation written 
off during the period inadequate 
L299 The troable vith taking @preciation on cost is 
that 4% naturally cannot follew changing price 
levels 
18299 For vurpoews of Income Tax Department, Conpany 


has to take depreciation on ¢ ost 
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i) 18203 Surplue Account dropped from 9006,619.42 tn 1926 
to $21,299.40 in 1935 
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Common stock dividends diseantinued in Maren 
1923 were resumed om March 15, 1937 


e...? .% 4.8 6 


i i ee ee ee eer oO ee ee ee 


iyrok ob tome omen iy chaghtert Sores seyecd 
Poel AL aeerti ah Pens oe whose BORE 


f 


Oy ee es | vores Coe Ca oy 


13 


18321+2 


There le to thing in the evidence to sugcest that the 
figures for depreciation and repairs & equipment for 
10 years prioe to 1935 have any relevance to the fou 
wooing statement 


Montreal Cotton Goungel claims thet the Otetenent in 
itself ie nisleading 


It is contenied that the cther statement "Repairs ani 
M412 Equioment and Gupplies Charged to Operationst 
doee not ahow that any repairs were com ged to oneme 
tions rather than eapltal 


Statement No, EX (filed) shoves the charges to Repairs 
Account, Capital Account, Supplies ami “quinmert 
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Complaints of the witnesses my be sunmer ised 
6@ fallows} 


le An increase in the number of mac: ines 
which employees were obliged to tend 

2. A system of fines for bad work 

3. Responsibility for defective work which 
ia gue te a fault in the madiine 

4. Moisture on the walls of the weave room 
end timt the temperatuxse became very high 


S, Workera have to wait outside the mili fer 
thelr pey at the gate umier certain circuns+ 
tances 


Ag to the firet complaint, 1% was stated by 
the General Manager, Mr, Aim, that starting 
in 1951 there was on increuse in the number 
of machises or spindles each operator had 
tend (Evite pe 5475) 


pe reaukt wee to leave skilled work to be 
gone by skilled operatorg euil having less 
skilled wrkers do other clasess of work 


Migs Hebert, A woaver, finde her work easier 
with 44 looms than when she had 12 under the 
former syste: (Svi, 5682 et aoq.) 


Miss Lodue gave evidence to the samo oo n¢lue 
sion that the work was leas ftiguing unier 
the new eysten (vid. 5894) 


Bvfience showing that the work wae less are 
ducus umer the new system eas given by 
Tourdain and Pare, loom fixers (vi »p.5600 
et seq) 


Yhe systea of fines was in effect in 19232 but 
wag aboliehed in the fall of 1954 
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Labour Donditions « 2 


If, however, after a warning a weaver keeps 
on producing bad work, he ia iald off for 
a week, although the occurrence is rare 
(Bvids De 5483) 


tir, Alm testified that wien an employee 
found defective work eaused by the machine 
he eould gall the see nd hand to examine the 
loom 


Tf the fect ia in reality due to the mehi- 
ne, the seconi hani autegraphs the piece of 
¢loth and when it veaches the tnepection roon 
the weaver ia not held sesponsible for the 
defeets 


Im the case where the mmehinery keeps running 


after the departure of the operative, the 
wouver, upon his return ani ficding the de~ 
feet, may have the cloth siged by the seeand 
pant end the weever is not held responsible 


Witness Pilon stated that the room terperatu- 
re averaged between 80 ani 90 and thet the 
humidity was very evest (Evids p. 5359) 


Official records show that the highest tmpera- 
ture for 3 months was as follows « 


January 
February 80 
Marek 80 


tn none of the 3 months did it @ es high as 
73% velative humidity (Bvi. p, 54801) 


Orinking fountains end tape are inetalled in 
all departments and it is mot necessary to 
dvink from end of hose aw aseted by one wit~ 
nese Plourde (vide p. 50) 


Other canpiaint of Plourie as to faulty sani- 
tary arrangements applied to Gault 4411 omy 
ag now sanitary inetallations were comenced 
in 1983 and finished in 1932 


Joseph Leroux claimed he was discharged as a 
vesult of his election es President of the 
Catholic Union in 1994 


The work given to Leroux was of o temporary 
nebure ani General Manuger testified that Le- 
roux wos discharged the some aa tha othes tam 


porary wrkers (Rvids pe 54645) 
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Labour Comiitions « 3 


Gaile Pqlon caxplained of being laid eff for 
& weeks ami tien yveinatated aftar a complaint 
to the inspector (1935) 


The General Menecer stated that at that time, 
owlng t© @ surplus nusber of loom fixers, they 
were altecm ting 8 weeks on and 2 woeks off 


Statement made by Pilon that Company was warne 
oa of impeniing vieait of imepeector and thet 
the mill wae cleaued for that resson was denied 
in a letter fron Inapector Robert to General 
Manager (Evie pe 5489) 


The witness Plourde further charged that for 
$ houvs cleaning done on Saturday afternons, 
employees were paid only 24¢ 


his was said by Mr. James M, Lowe to apply 
to Ghriner Galenter mechines ia the eonverte 
ing division ami it is part of the wobkers 
job to ¢dlean their machines once a week 


ive Tous Moury, cuperintenient of the weave 
reas, atated that no ¢ leaning was done witout 
pay ami thet thie work was included in eatabli« 
a their piece work rete (Evid. ». S552 et 
BBG | 


ClLeming boing gensidersd as mrt of the ope- 
vation is taken ac an element in the calculee 
tien of the wage rate 


ty. Gorda claims that this tends to increase 
the mteap the production will be that of 
63 hows while the rate is calculated on a 55 
hour basis 


Meury aleo ommfirms the Genoral Man ager's 
statement that witness Lerous’ diamissal bad 
noting to da in e unection with the Union 


Witness Treffle Leduc’s dismissal was due not 
to his activities with the Union, but to his 
persistence of talking to otler enployees due 
ving working ours, although he had been warne 
6d several times to cease gich « practice 


Bealdes going through the mili ani talking to 
employees, the witness alao had been found as» 
agleep at his work 
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LAUR QONLTTIONS « & 


Momtroal Cottens Qlain that the charges male 
by the winesses Pilon, Mlourde, Leroux ant 
Lodw were unfouded and some of them made 
in bed feith 


Hr, Heoawragact euntendea that thist eatinony 
wea not made in bad faith ae wilese a worker 
ia told flatly he ie diechareedt be will ine 
pate a motdece to the enplayer 


the imoreesion received py Counmssl fer the Co, 
thas the witnesece wero thes to mule any cite 
plaint they could think of ageing? theComcaay 
ia not enough to gupport a etatenemt of bed 
faith, @-etesa tr, Hoaurecard 


ev, Downs, chaplain and Gontran SainteOnge, 

aivagate of the Union, denied tha account of 

the meosting held et Kontreal on the 20th May 

1935 beteoon the Minteter of Labour, Mr. Core 
Gon and fre Adwi 


Ledua and lowes testified that they were worry 
batly tmated at the meeting ant Rew, Downs 
ond Lv, Geiat~Onge asked te teatify to earrect 
the stetenenta onde by thease wihnesses 


i, Deaure gerd ani the Comiasioner gate thet 
the donpln int male by the non wore ageinet Rev, 
Dowas abi Me. SainteOnyge much more than arainat 
the Company 


iw, Apoang , Minioter of imbour amd chaireman 
af the mooting provably io the om that let 
the man cat in the ¢ormidor while the dig 
cugelon wont on, thia being the baste of the 
men's complaint 


Aeniile Henley gove evidences aa @ nomber of 
the joint dniustrial Board Sho» Comaltteo 


The firet request made by the Shop Soom tres 
whe @ thane in the loan fixers on the Sth 
floor of the Loutee Mill ani wie granted by 
the Conpany 

the second request that pay«iay be changed 
fron thaday to friduy wae also granted by 
the Company 
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Labour Conliitions = 5 


No other complaints were made to the Board 
ani witness Heuley, ag @ weever, deblared 
hineelf eatisfled with his work, if full« 
time employment cauld be provided 


In December 19335 the emmloyees’ wage clasai+ 
fication stood as follows « 


$6.99 and less per week 4.00% 
#7200 to 39,99 21.83% 
G10,00 to 21,99 20,766 
$12.00 to $14.99 BS 55% 
$15 and over 29 64% 


of which 67,693 were males ami 52,304 were 
fannie a 


Exploywent ia es follows « 
Total Males Poual 
1929 8,368 46= (L618 667 
1955 2,429 1,657 valid 


idence ahows the working conditions are 
good Claims Hontres] Cotions Ltd, 


Sireeial rooma heave been constructed in which 
worker@ may change ani leoye their clothes 


Although there baa boon short time employment 
at times, the last years have been poor fran 
& business polut of view and it is in the in» 
terest of workers and of the Company to carry 
on full time operations 


The number of euployeeca ani wages peid themto 
areas follows « 
1956 yy AMOUNT 
B446 


Miil workers : $706,751.00 
Voeh ani gal 140 68,556,00 
Mill Guper. & Clerical 33 ot, 165,00 


Head Office & Directors 10 14, 500,90 


imploynent given to will workers and mechani~- 
@i ebeff only has bean « 
Be {MOUND 
1926 wyeay $1,842,511 .00 
1930 2,206 pomp 
1954 2,597 #1,272,332,00 
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i) 18284 in 1935, there were in operation, 150,944 
apindles ani 5,524 Looms 


q i 
Wii , 


’ Sait 
m0 7 Ie) , aoe yA A 
: Sak ee ee ae ant! me OMe tlh tne! tt peat empaatinbonan 
:, 
ifs ; eye a eWee 28. Gate ones y my aw 
7 be %e ouawel,. Et) aie - Me ae 


. 
1 


| af) ie eae i? Re “Wee x) he Ai pals 
a a NR gE ie alae aie big) ft) \ alt ae 


ol ; Por ieiy ees : 
| ae ie 


PAGE IN PAGE IN 


BRIEF ARoueNP 
8 18290 
9 18295 

12 16296 

Lu2 97 
3 16297 
15 18500 
15 18300 
415 18300 
15 18200 
15 18300 


Following a change in the Mamgeament of this 
Company in 1951, Mr, Aird was appointed Gane} 
ral Manecer 


Montroal Cottons Co, cantends that the sale of 
its water power sights to the Beauharnoia Porer 
for 8,000 horse power of free electricity ani a 
substantial ecsah payment may be said to have ine 
meoed the continucuse operation of the Comany 


Cemmission Auditor adnitted that the iten 'Trang- 
fer from extraardi nary profits ess $1,446,599,99* 
represents the prmeceeds of a *gale’ of a capital 
aceet having no comection with the manufacture 
of textiles 


The *enle * referred is in reality the lease of 
the water powor for 75 years negotiated by the 
Company 


There is nothing in the evidence to sugcest that 
the figures for depreciation aml repairs and equig~ 
ment for 10 yeurs prior to 1055 here any relevance t 


to the foregoing statement 


the Company provides non-comb@ibutory pensions, the 
whole cost being borne by the Company 


On 1958, $300,000 were paid t 66 persons on the 
pensiona’t list (ivids p» 4845) 


Qualification for a retiring allowance is twenty 
years of service ani the rate is based upon earns 
ines for the last 10 years erior to retirement 
(vid. p. 4691) 


Medicel service is contributery but non-profit 
making for the company 


Medical service does acd incluie accidents can’ 
under the Workmen's Compenmition Act but cove 
free attention for any accidents in and out 
mill and free peseriptions 
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The cost of weeping a dispensary ani first aid 
room attended by three doctors and & murge is 
$5,000 whieh ie paid by the workers with no 
profit for the Company 


The Coxnpany rents 200 cotteges, rentals of which 
amounted to $01,809.32 in 1055 + They were rente 
ed a9 follows: 


fo Superintendents + Avs Monthly Neatal « 917.60 + 42 | 


To Workera ~ 186 + Av, Monthly Rental » 212,10 


Company aleo owne a farm and provides ite own 
employes with miik anil ¢recm 


ALL of the $1 employees a exeiployee to wacm the 
guegiion was sub knew their vate of pay 


Yrom a Statement presare 4 by the Comalesion Audi-~ 
tor it my be inferred timt the Company has lupro- 
perly charged to operntinns thinge which should 
have been ciarged to ¢apital 


Where a ¢reater anocunt is spent on buildings, the 
percentage of labour ie hisher, because there is 
more Jabour in milding than there ie in machinery 


Statement No, 2 glows percentisge of wages paid to 
the Mech onical “epartment charged to Capital A/a 
ancant charged to Repairs ani the amount whi dh 
represented wagus for the ordinary duties of the 
Mochenical Yepartment Vax, 1970) 


Gounsel for Montreal) Coitom econtenis that there 
has been no evidence that there hag been any 

improper vba :ging of expenditures to revenue A/e 
whieh shoulé have been charged to Capital Account 
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Dominion Textile Co.beaides telng the selling 
agent aleo owns She ef the ieeued Conon 
Sheres of Bontreal Gottene Lid, 


Unier an agreement dated 80th Septenhber 1934 
Deminion Textile Co. isappointed milling agent 
at a ¢commisaion of 2 on sales of the product 
of the Company ani of 1% discount on purchases 
made by it from Monteoce] Cottons Lid, 
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The number of enployecs and wges pald thereto 
are ag Yollowe « 


1936 Noe acum t 
Mech snical 140 68,556.00 
Hill Super. & Clerieal 83 $4,163.00 
Head Off, & Dirostors 10 14,500,00 


Raployment given to mill workers and mechanical 
ataff only has been + 


Noe Acunt 
1926 #647 1,842,311.00 
19) 2,200 $1,305,246,00 


All af the 31 eaployees or ex-employees to 
whom the question was mi knew thei rate of 
pay 


Workers heave to wait outside for their pay et 
the gate of the mill and thie esueed one of 
the main complaints of omployeecs 


The arowding md waiting at the Mill gete for 
pay on Friddey io due to the fact that when 
the mill wes ruaning a abort week some 2500 
workers would he on hand for pay 


Me, Cordon gan offer no remedy to the situa- 
tion except to epread the workers tarough 
the different departmente of themill or if 
they were running regular short time they 
would endeavarr to pay them on Thuraday ine- 
tead of Priday 


The witness Plourde also charged that for 3 
howra cleaning done on Saturday afturnoons 


3. He Mowry, superintenient of the weeve room, 
abates that no cleaning was done without pay, 
and that this work wag ine luded in ¢ stabl ish 
ing their plece work wage rate (fvi, 5552] 


Cleanings being considered sc part of the ope} 
ration is taken as an element in the calcula. 
tion of the wage rate 
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Wages « 2 


Mr. Gorton cleime that thiatenda to Lnerease 
the rote of wiges an the production will be 
thet of 83 hours while the rate is calculated 
on @ Gb-hour basis 


In Degexber 1933, the eaployess’ wage cla sabe 
fication stook as followa « 


66.99 and less 4.00% 
87,00 to €9,99 21.88% 
$10.00 to $11.99 20,4 76% 
$12,000 to 214.99 93 55% 
15,00 and over 29,848 


The rate and besis of pay is made known to 
ail the emloyeea 


Statenont Ne, 8 shows percentage of wages paid 
to the Mechanien] department charged to capital 

account, amount charged to Ropsire ani amount 

which represeuted wages for the ordinary duties 
of the Mechanical Department (i, 1970) 
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16553 Mx. Campbell quotes from the Order in Council 


E554 
LB554<5 


18555 


18555 
18555 


18856 


18556 


18657 


18557 


18598 


16559 


(ex, 1) porngra he stating the mandate which 
the Government entrusted upon the Commissioner 


Paragraph appointing Mr. Justice Turgeon as 
Coomiacioner is also read 


Mer. Campbell quotea Geotions 2 and 3 of Chapter 
99, Ingui ries Aet, Babel 


Section 4 of the Act gives power to Commissioners 
to summon before than any witnesses an require 
then to give evidence 


Geetion 5 gives power ta subpoens witnesses 


ir, Sompbeli aubnits thet under the Act the 
CGeomiseion acte as a factefinding boyy, simply 


Mr. Campbell contends that the position of the 
Cermigsioner is that of « laymen conducting this 
Logul ry 


He aleo claims that the Commissioner is directed 
to meke a report but not expected to express le« 
gai opinions or pronounce himself upon questions 
of Law 


My. Campbell claims that br. Tory on the Coal 
imuiry Let questions of law go into the record 
under resarve of ob Jectlons 


The Commissioner etates that 1+ is precisely on 
account of the legel asrects of the case that 
Counsel ave considered a necesuary adjunct te 
the Commission 


Mie. Campbell suggests that the Commiesioner 
ghould vefrain from giving any julgumute which 
may injuriously affect Gamadian Cottons Ltd. 


hiv, Campbell further requires that the Conmis~ 
sioner vefrnin from expressing an opinion on 
law qgwetious wiich may be a matter of contro- 
versy or discussion 


It is claimed that the Commission should not 
grasp at doubtful jurisiiction 
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16559 It io subaltted t at whether Canadian Cottons 
Ltd. has sufficiently complied with the Provi- 
gious of the Business Profits Yar Tax Act or 
the Incom var Tax Act by tie returns flied 
from 1917 on ia a question of law 


18560 Until £0 is found liable by the Court appointed 
by Statute for considering all matters ari sing 
umer the 2 Acta, the Campeny should not be 
founl liable by the Commission 


16560 Mix, Campbeld infomea the Comission thet an 
fppenl hae been entered agninet the claims made 
against Canedian Cottons by theCommlssioner of 
Income: Tax followlng the report mide to the 
Department by the Commissioner 


18661 Mer, Garpbell is of the opinion timt the Coumise 
gion hes done ite duby by dieclosing the fucts 
to the Incase Tax Doparinent 


16564 The Commissioner points ow that he must inquire 
into the gefite of the gompany not ouly the pro« 
fits shown by it, but the mul ones as well 


18567 Me. Campbell does not contest the Commission's 
rigat to inguire into the orofite of the Compa- 
ny 

18568 The syetes of Canadian Cottons Lid. in a measure 


antedated all fiscal legislation 


18868 tir. Campbell contends that the inventories have 
glwaye been kept on @ sane and safe basis 


18669~70 15961 As regards mmufectured goods (finished or un- 
finieed off looms) the percertugetake off wore 


as follows 
1910 16.78% Lee LOWS 
£913=1915 h 
1916 ae 
18571 - fhough Mr. Campbell claims that these sarticular 


percentages are unimportant, the Commissioner 
states that they are important, a3 they are Pee 
levant to the question of determining real pro- 
fite of the Gompony which the shavoholdera are 
antitiod to know 


18572 Commissioner Glaims thet 1% is not lawful to 
coneeal from the sharcioldera of the Company 
the real profits ani Mr, MeRuer states that vr, 
Daweon said that no disclosures were made to 
the shareholders in atder to avoid speculation 


on the stock 
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It is not illegsl or improper ela ima,hir. 
Campbell for a taxpayer to make sure that his 
system in ao adjusted that ho ig entitled to 
the benefit of any exemptions whieh the law 
gives him 


the Commission cluims that the ense of « cor~ 
poration cannot be assimilated to that of an 
individuel beeauge a corporation is a trustees 
who bas a duty to perform: of strict disclosure 
to the wople for whom it waa tragstee 


ie. Campbell is of the opinion thet for the 
parpose of hie point percentages are immaterial 


Gamadian Gottens ecqunael contends thet it was the 
Comany'a duty to the shareholders to teke advan~ 
tage of any cllowences which the law and regula} 
tions permitted them to take 


ie. Campbell gives quotetions from the Law Tims 


The Covmniseioner points out that the onus is on 
the taxing a thority to ghow that the tax payable 
comes within the Act of Parliament imposing it 


Whether a taxpayer is justified in so arranging 
hie affeires ae to make the tax leas than it would 
othervise heve been Bun t Exchequer Court to 
fini out ami aleo whet the Commissioner, under 
the Order in Council will heave to find out after 
arriving at what the real profita of the Company 
are 


i, Campbell] olaime that as recarde the item 
of inventory the valustion of inventory as 
earried on the books and records of the Company 
ie always a core eetimate and ean be notiing 
elee 


The Commissioner sugeeste that Mr. Campbell's 
eontention ie that the woflts from year ta year 
ag reported to the Gommiasion should be accepted 
ag the real profite 

* 
The more the inventoried are discounted the 
greater will be the profits in the following 
year 


he inventory is taken in at the beginning of 
the accounting period at the amount at whieh 
it is made up and valued 
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fhe Commiseaioner states that the difference 
ghown is that between cost of production and 
the gelling price wiile Mr, Sanpbel) cleins 

it io thet between the figure ot whieh the 
foods ere garried in the inventory md the fi~ 
mre for wiieh these goods are sold 


My, Campbell sutmite that for a period of time 
it males no differcnes to the taxing authorities 
peenuse the Coupany takes into ite record tha 
difference between ths cepreclated inventory 
and the selling wice 


Tt io submitted that it is necessarily 4 matter 
of eatimate as what ile the smper figure ab whieh 
the inventory ie entered in the accounts 


the eetimate is mate from the list eelling-orice « 
‘They start from anarbitrary point and meke an 
arbitrary deduction 


Bome gooda have to be garried on over long pe~ 
tiede which are ultimately disposed of at a 
loss alt ough there is an average turnover which 
ia about twiee a yoar 


List of goods taken into stock at listed selling 
price Mareh 31, 1936 ani either still on hand or 
aold wholly or in part at @ lose 


if there ia an asset in inventory which was built 
up out ofprofite from year to year it wast he 
eonsidered aa part of the Company's profits 


Basie on which Ganadian Cottons inventories are 
made up wae to tele the list selling price less 
arbitrary discounts 


Real profits are wan goods are converted inte 
gash, theprofit being the pealised difference 
petwen the denreciated inventory value ani the 
actual sale price 


feeision of the House of Lorde under the British 
Incone Tax Act where the legal basis of an o sti+~ 
mate was diseussed in the case of Sun Insurance 
Co. vs Clark 
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List of goois siawn at page 40 shows the necesq 
gity of a discount from the list selling price 
to make an inventory thet would be in any way 
accurmte or fair or reliable 


Discounts are taken on the list selling price 


Comment of Lord *tkingon in the ¢ase of Cresham 
Asmyrane Society va Styles 


Pashe of Ciaeal Legialation ia that 1t is only 
when the profit io received in the t111 that it 
is subject to taxation 


Seetion 8 of the Incanms War Tax Act contalne no 
wowicion aa to the way in woeh a Company's pro- 
fits are to be determined 


Campbell aibmits that until the profit is actual- 
ly received ami in tie t111 &% should not be ¢al- 
ied a profit at all heeause up to thet point it 
is a mere estimate 


Cermercul trond of inease tax has been upward from 
6% in 1919 to 19% 4m at the present time 


Campbell miggests it is a misnomer to call dis 
eount off inventory either a reverve or still 
less a secret reserve as there is nothing secret 
about it 


tn 1924 raw colt was earrlied in inventory et 
lé¢ per pound, whereas Brow says it should have 
beon 28¢ 


In 192% raw cottom was taken into inventory at 
10¢ ver pound bot Brown's figure is 26¢ 


Cenpbell explains how wfits are arrived at 


Gampheli says their system is ¢o neiatent in the 
sense tint they alwaye atact from their list 
selling price ani deduct ani there may have bem 
chenging cedditions which justify jnercasing 
percentages of discount 


Campbell states their syeten of hiventory valuae 
tion was fair to their giareholders, fair to 
thir creditors and fair to the taxing authorities 
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Campbell says that the methods used in keeping 
inventories wae a right and proper metiod 


Record of dividemis paid frou 1895 to 1936 


Campbell sutmite they were able to maintain 
preferred dividend payments without Laterruption 
fxom 1910 beasuse they 41d not violently write 
up profits ome year ani violentiy write them down 
the noat 
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fhe costing syeten wae ceatablished by the 
Ralph £. Leper Company, of Fall River, U.S.A. 


They based their figures on the nomenl full 
production of the previous year 


ir, Bruneau expresses surprise that ir, Soo 
per eould not find @ cost system in Canadian 
Cattone Ltd. 


Statement is made there was no posalti lity 
of doing anything with Canadian Cottons ond 
Mp, Metuer denies he con@eded the company 
was mot in any ddfferent position from any 
of the others 


Nr, Mokuer atates that Mr. Brown whe placed 
Bimeslf fully at the disposal of the Commls« 
gion, wag not familiar at all with the coa# 
tins aysten of the Company 


fable prepared by Br. Brown cars that the 
aifference shendard costs and actual costs ia 
thas agtual costa for the fiscal yoar ended 
Mare: Sl, 195 were 2.7 higher than the sten- 
gard costa 


My. Motuer deena it ane xtraordinary proce} 
dure to produce « table showing actual costa 
while Me, Hooper and Mr, Howson gave eviden« 
ce that Comadian Cottone Lid could not show 
them their actunl costes 


Contrary to Mr. Bronesu's elaim, Mr. “eiuer 
giates that Mr, Howgon wis cross-examined by 
tte, Kelloek on that point when in several 
oo¢asions he avpeared for Canadian Cottons 


tir. Hooper stated at mage 12,259 in presence 
of Counsel that he hed been unable to find 
any cost system in Canadian Cottons Lids 


Me. MeRuer quotes the cross-examination of 
Mx. Hooper by Mr. Kellock (pp. 1223738} 


Mr, Braneau claims that this statemeat of 
ebeence of costing system refers to one 
@loth only while the Comissioner states 
that there was lost of time to put in evig 
dence on these points, the question of 
costes being one of the cmmerated things to 
be inquired into 
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Wr. Howson (Ev. p. 12924) also stated that 
with respect to the costs of Canadian Cottons 
*you cannot even make a start" 


Mr. McRuer states that it was in view of a sta- 
tement of costs that a cheek up was made to see 
whether they were working near or close and 
there is a difference of 2.7% 
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184 LES62 $240,000 of bonis were returned to the 
Company by the purchaser when the current 
asgeta of the mirchaged eanpanies did not 
yeach the values placed upon them in an 
agresnen 


“ 


L6552 It was the seaniest method to re -urn bonda, 
as if shaves hail been returned for cencel- 
lation without causing a reduetion in the 
eapditel 


48355 ¥r, Mekuer states that the point is that 
the purchage price of the former shares 
seared to bo the game ag the amount of the 
bond issue 


18353 ir. Bruneau states that the fet that shares 
sould not go through the process of recond- 
truction of capitalit wis sufficient reason 
for conduttine the transaction with bonis 
rather than shares 


184 18553 18715 There is uo evidence of any common aiock 
whatever having sone to the promoters 
186 18354 Me, MoRuer's doubts “whether or sot anyone 


in theaipley of the Sompany has this know« 
hedge is unfounded" Mr. Bruneai, stating 
that no one cen be reprosehed for not 5 aving 
theiy records available for half a century 
back 


185 18354 Minute Book of Canada Gotton Mig. Co. td, 
shows that bonus stock wis issued for 
$256,000 in reapect to the aequi sition of 
the Co, ant ke, MeSner ascures that this 
wan done in respect to the 7 other componie 


* hS54 18719 The appraisal figure of the assets of this 
Company 16 $1,050,000 but Mr. Howsen finis 
that the shaveholders gob only 9300,000 


18855 his applies only to one of the transaction 
ani it could be possible for some of the 
. other compentes to have been acquired for a 


grecter figure than the appraisal walue 
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ite, Bruneau contemia that Ticures quoted by 
ve. Nowson need substantial correction 


Pages 886 and 887 of the Minute Hook of 
Cenada Cotten Mtg Co. Ltd. show that the share« 
holders sold all the sesets Cor t+ 
Cash ® 65,000 
Snort tem notes 2.90, 000 
Canadien Coloured Cottons Lid 
6% bonde of the new Co, ail 
bearing interest from Mareh 1, 
isoe 859 000 
6 65,000 


The purdiesers aasumd the bonds 


of the selling Com any far $00,000 
with interest at 6%, 5 months in« 
tevcet due on Mareh 1, 1892 hg BOO 


The Minutes further state that the purchasers 
assumed alldebte owing by the vendors and thee 
se gaganted to §474,606,24 as shown on the bae 
lanee sleet of Yetober 31, 1691 


Besides taking over these assets and the “ro- 
fit oni Losa Account, aporoximately 91,350,000 
wap paid for the assets of the Mi11 


iy, Bruneau euboiie that there has been no 
watering of etoek ani thot on one gob any 
atoek witiout adequate considera tion 


The Cazpamy wee incorporated in 1692 ani what 
eceurred in 1910 is an increase of capital, a 
change of neme and an internal di stritation 
or stock 


ig phogk was isaued without considerntion, 

tie transaction was equivalent to the Laaue 
of @ stoek dividend against the eurplus of 

the Gompany 


In 1910 the Comcany hed oapital 


stoek 92,700,000 
Surplus of undistributed profite 1. 673, S07 
fotal Gapitel Surplus 4,375,587 


Company gob new capital + cash $1,005,000 
Assets of Mount Royal Spinning Coe | 
Preferred Shares $56,000 


Common share o 715,800 
ye 2,265,500 
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Mount Royal Spin. ung, Go, waa gold in 1920 
for $2,372,000 


After reorgenigation the Company's eapitel 
stood ag follower 


Preferred Stook $3 ,875,000 
Conaen Stook — 2,715,500 
Surplus 


“mati 387 
86,638, 887 
The $2,000,000 of comone dock wma given by 
the o14 common shareholders out of their 
stock ani surplus (liv. lr. Dawson p.7209) 


and distrib ted auong the shareholders who 
sabaeribed now oapital to the Gompany 


41.,325,000 ot of 72,000,000 previously avail- 
able for the shareholders’ dividends, was made 
~ailable ~y capltaliaing the Company's sure 
Plus to thet extent 


Wen a company hae eaked its shareholders to 
gabseribe to more capital, the shares are 
fully paid for im real money, whether the 
derenolders pay for the certificates they 
get with their arivate funds of with the sa- 
vings which the Compnay has exurmmed for them 


fhe only difference there 14 when the sharae~ 

holders had $2,000,000 stock and $1,090,000 
savings and now that they have #2, 000,000 
stoek wut no savings ie that they are now 

definitely bound to lesve the surplus inveo~ 
tel in the Company 


gueh transactions are authorised under Seee 
tion 83, paragraph 5, of the dominion Compa< 
nies Act, by mic Companies are eneouraged 
to secure money in this way if they can pet 
theiy shareholders to oonvert their profit 
into the Company's capital 


%o avoid eny impression that there was any- 
thing hended cut to these ehareholders for 
noting, Mr. Bruneau has used the vords 
tstogk dividend® instead of “*Donus Bividend®* 


in $229. $1,925,000 of stock wae issued 
against the surplus which was reduced to 
that extent the emount being turned over to 
the Company's eapital aad the dock fully 
paid 
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Insteal of acting in thisway, the Com-eny 
might have oalled upon the shareholders to 
put up money for the capital of the Comany 


ir, MeNuer contends that this surplus must 
be taken into consideration in view of the 
profit which the Company cerned in the paat 


{he Surplus was not consukerst money oa in 
19 yeers the Company dl stributed as dividends 
an average of 814 on the stock, which Mr, 
Hrunsen claims was fullycaid for 


It wis money to which the sbharvholders weree 
fully entitled ami the surplus distributed 
anong them was the equivalent of another 234 


the balance, $675,000 wis obtained as follewst 
Shareholders turned over to the 

Syndicate in charge of reorgani«< 

gation $2,700,000 
paid for common stock for B, O25, 000 
preferred stock of a basis of 3 
oreferred for 4 common = Thue $ 675,000 

of fully paid stock was available for rediaw 
tribution 


it. Dawson's evidence shows thet all ah are-= 
holders wove given equal opsertunity te sub- 
seribe for new stock 


The ol4 araveholdera who did not subseribe 
were outitied to bet 6 on three quarters 
of their former holdings 


The Syndicate only paid its 91,000,000 for 
Preferred Stock ani received new stock to 

the extent that this waa not mbaeribed by the 
shareholders themselves 


The 1910 change was ourely iutecnal and toils 
was the only alteration made in the capital 
atcucture of the Company 


Sach aharcholder was entitled to subsoribe 
et of the shares 


Senator Beique who had 300 shares (p. 182) 
aubser {hed to 111 ~ oo that he now had 356 
shares; 225 preferred (3 for 4) and his sub-« 
goription of 37% or 300 for 111 


Gn the basis of that etoek dividend he would 
have been entitled to got 147 sharea fully 
pauld up if the Company had simply iseued a 
gtoek dividend for that ancount 
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Original investment (1916) is said to be 
$5,960,000 arrived at by deducting from the 
Capital stoek af the Company 


$1,325,000 » bonus stook 
250,000 + inflation of assets taken over 
from Canaiian Qobton Mfg. Co. 
871,050 « on account of losses made by 
the Compary on dispoasl of the 
mille 4t took over in 1892 


The $671,000 was loss which My, Howson esti. 
mated wag made on 3 mille set up on the hool 
of the Company at an aporaien] value of « 
Herritton Mil $460,000 
Lybater M112 $209 4900 
Dunias M211 2500, 000 


Minutes of the Company show that no losa wat 
involved in closing the Merritton Mill ia 
1906 « 

Qunieas MLL] was bought for 650,000 and 
$69,500 spent on it 


Morritton machinery waa transferred to Corn 
wall and the Merritton building ald for 
660,000 


Mr, Bruneau contends that beeause no capital 
was returned to the sharcholders an these 
transactions, that wig no reagon for the 
suareholé4ers to cease to cam money 


vhe eitastion in 1910 ahowed that ali lossce: 
had been mde uo for and a surplus shown,4ani 
tir. Pruneeu claims that the two iteus, 
$250,000 ani @871,000 ought not to have beer 
deducted froa the Company’s capital 


My, Meliver cleime a profit of @24,000,000 
oh a capitalization of $8,030,000 since 
1892 er an annual average of 14% 


Me. Bruncau elaine that profita on money 
imested in he business over 45 years have 
averaged 4.95% anmuslly 


{he difference im average + 14% ami 4, 9iile 


avises fran the fect that Br. brown includ- 
e& bonia aa part of the capital invested in 
thedonpany 


fables showing Capital Employed ani Annual 
Narningse 
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iy, Brown included the inventory reserve at 
the mate figured by the Government but this 
does not moan that they admit the principle 
that they bave reully been earned 


Por the purposes of the inquiry the relevant 
figure was the return earned by the tote] mo- 
ney luveeted in the industry 


Homie were included as representing capital 
invested in the iniuatry at low rate of ex 
ehanke for a high security emi beacause there 
would be ao reason to Leuve out bends and 
leave in preferred s tock 


Me, Weluer hag not taken inte ¢onsideration 
the accumulated surplus whie) hes been used 
in the business, invested in machinery, equips 
ment, buildings ani mateials, while Mr. Nowe 
son refers to it in ba. 917 


ty, Eeituer states he is deauling with original 
imestment ani tot with capital 


Kr, Brunean states thet instead of distrime~ 
tine all ite gurpius to the shareholders eve- 
ry year, the Company uses if fer operations 
and is not, therefore, in need of asking for 
aubseri oti ons 


With part of the surplus being part of the 
Comeny's capital, the remainier of the 
accumulated surslus must be taken into secount 


Agoumulated surplus, wae eongidered by the 
Business Profite Yar Tax Aet ao part of a 
Commany's Gapital on whieh 4% was allowed a 
w exemption before being assessed for profits 


te, Mefner denies that he ever centended that 
aceumileted gurpluses should not be taken into 
aceount ani that any profits over 106 belonged 
to the consumers as “r, Bruneau understood 1% 


ie. Mohuer selected 10% merely ag an illustra- 
tion of his contention that if a man makes 10% 
profit ani a man takes 54 out and lenves 5% in, 
then in fairness he is entitied to carn on that 
&f he left in 
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Me, Bruneon claims that the third differene 
oe is due to deductions from capital stock 
by Hr. Howacn 


‘The fourth difference if that Mr. Howson 
added $9,000,000 to the present asseta of 
the Comany which he thought were undervalued 


it, Howson takes a fire ingurance appraisal 
at approximately $15,000,000 ani elaims it 

is the true value of the Coupany's plant 
While on the books after allowance for devre}+ 
elation 1t is shown ag $4,000,000 


fhe amount of $24,100,000 earned for t ke 
giavreholders is available to them only in 
the event of all the Company's milla being 
destroyed by fire 


liye. MeRuer states that nowhere in Ua. 917 

is it stated that this amount is indlested 
ag being availeble te the goreholders and 
that Me. Bruneau bas confused the line deale- 
ling with undistributed airplus of 35,782,000 
ai the line dealing with the 99,000,000 item 


My. Brunewn tlaima that money bas beon earned 
for ali ge vsone interested in the Company and 
not for the shareholders «lone 


Tee Carawall Mill of the Cornwall & York 
Cotten Go, was insured for 172,000, was 
eerried on the books of the Company at 
$106,000 und was sold for 910,000 (building 
alone, exclusive of mishinery) 


Since 1992 the Company has closed down only 
threa mille 


Ur, Bruneau @laims that the eum of 79,000,000 
hea not been earned for the ah areho léers 


If, throwh a loan from its pankeras go 
Company paid out dividends of 99,000,000, 

the directore of tie Company wuld be charged 
with heving impaived the gapital of the Canpa-+ 
ny by wrongtal pymest of dividends 


Then if atock wis isaued to the shareholders 
aga inst thie aythieal airplus it would be 
gub=bonus shook 
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iv, “vuneau contenis that if Mr, Howson's 
printiple that wr cen value on appraisal 
valuce is accepted by the Government, then 
the exeaption of 7% allowed on part ef the 
agcumalated surplus under the Business Pro- 
fits War Tax Act will be large enough to 
aiallow up any claim the Government might 
have to make in camection with the vaelua- 
tion of inventories 


This amount was earned out @ profits before 
the tax came 


To the figure af $24,000,000 Mr, Howson in» 

eluded increase yalue added to the iaven tery 
of over $2,000,000 while Mr. Bruneau claims 

that this is not yet earned by the sharehol- 
dere 


bie, Bruneau eleisa that Mr, Howson has failed — 
to inc inde in the eapital employed by the 
Company for the vurpose of ascertaining the 
perdentage the Company has earned on the money 
imrested ia the enterpri se 


All thease 4iffere sees moke for the reduction 
fron 14% to 4.99% in the average profits made 
by the Comoeny 


Afte: bir, Brown hol gone over the figures with 
Shepard he found that some mrrections were ko 
be made to his firat statement 


fhe only objection that Mr, Bruneau has te 
male in the first two mages of Ex. 917 ie that 
"inflation in initial walues of plents taken 
over” should be restored to espital 


On page &, the dispute eoncerna the value of 

the asgets in cad: or kind reedved by the Come 
pany ani the undistributed surplus available 

to abamhelders appears to be 96,782,000 + 

ami the approximate totel of cash returns at 

$84, 000,000 


On page 4, the objection is to the inflated 
book values for the mille there montioned 


ip, Bruneau tlaime thet they hove taken only 
“hat the Goverument allowed them to take but 

no “excesalve depreciution™ aa stated on page 
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On page 5S, objection fe made to inventory 
reserve awl the operating profit end loss 
ageount stending mm the bocks, Mara§ $1, 
1002, which would smount to $967,000 


Under profit or loss, the Company lost 
$120,20%,50 on Dominion of Canaia bonds 
which the Commany invegted during the var 
ami gold in 1922 at « loss 


There is a profit and los aceount of the 
Gibeon mill of 070,625 when taken over 


Mr. Bruneau glaime that the net revenues 
availabie for shereholders should be redue 
ged by 3857,576 ,05 


fhe 3 iteme By, Brunoan cleims should be 
etruek off + lventory serve, net revenues 
avallable am) surplus revenues « «ould redu 
eo the $15,000,000 fiom by $542,000 and the 
$16,000,000 item by $677,000 


Depreciation differ from figures in the 
beoke of the Comsany by $545,000 being 
depreciation on the Mount Royal Spinning Co, 


The enounts written of f were in accordance 
with etamlerd preetice as approved by the 
Income: TaxDdepartwent 


The Company has to agreement whatsoever as 
regards municipal taxation in the sity of 
CormmalL 
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PAGE IN PAGE IN PACE IN MeRUER'S 
‘BRUNEAU'S MeRUER 1§$ ARGUMENT REBUITAL 
eee BRIEF a habe Res: he ae 
6 18512 The Cormany has at all material times carried 


its raw cotton at a fixed arbitrary price 
without regard to the fluctuations of the 


| mar ket 
5 16512 Vinished goods were carried at the listed 
selling pri¢e less a substantial discount 
| ] 18512 A gimiler discount has applied to goods in 
process 
: 5 18515 Ags the company could not vdue ite inventory 


at Listed selling price, its estimatevs made 
by taking a discount off the listed selling 
price 


| 6 18515 Discounts prior to 1916 have been accepted 
ag proper and reasonable and those claimed 
to have been too large are those after 1916 


18514 the War Profits Tax Act passed in 1916 was 
retroactive to March 31, 1914 


4 18614 ven before the 1916 Law a discount was 
carried and that practice began in 190 


18515 The Commissioner states that the point 
4s ehether the systean in force was a satise 
factory one from the point 


18515 The imventory book anows that on April lst, 
4910 the manufactured goods in inventory were 
wubdject to discount of 10.5.5 off the selling 
listed price (18,775) 


18616-7 This 10, $ ani 5% is worked out as follows 
104 is taken off 
8% is taken 6ff the reduced emount 
8% is taken off that anount 
Tt works out substantially less than 20% 


18518 In 1910 that applied only to manufactured 
goods and there was no writing down of 
supplies or in cotton in process 


6 18525 Goods in process and raw materials were taker 
at cost value 


18525 In 1911, a further 10% was taken of 
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The reciprocity agreement of 1911 probably 
led the company to think its inventories 
would be affected and took another 10% off 


Mr, MeRuer believes they did likewise in 

1936, iie., wroté down the inventory and 

soneumed some of the profits so that they 
would not show in the balance sheet 


Discount on inventories couldnot be included 
as profits until the goois were sold 


The discount on manufactured goods amounted 
to 26,6975 while the goods in process and 
raw material remained at cost 


On April 1, 1912, the system of 10,5 and 5 
was abandoned ani carried the discount at a 
straight 19% 


On March 31, 1916, before the Act was passed, 
the discount was 25% on finished and wfini- 
shed goods in process ani raw matefial was 
still earried at cost 


In 1913, 1914 ani 1915, the discount was at 
the rate of BU; 


Raw cotton is carried at the same price, al« 
though in 1916 the prices had begun © rise 


The Company had in inventory 6,000,000 lbs of 
eotton at March S1, 1916, the same as on Maret 
1, 1915, although the market values ascertain. 
ed were probably below the cost 


For 1916, Mr. Brown put on raw cotton a 
yaluation of 12,50 a pounl while the valua- 
tion used by Canadian Cottons was 7.80 a 1b. 


The warieblons from 1916 to 1920 are due to 
the different quantities in each mill 


In 1916 theCormmwall & York Co. whichwas run 
ag @ separate company took a discount of 15% 
on manufactured goods 


The first reports filed under the Busim ss 
Profits War Tax Act passed on the 16th of May 
1916 comprised only one line and the company 
was taxed on the attached auiited balance 
sheet 
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Then in March 1917 there was no departure 
made as to the price of vaw cotton while the 
merket price was still rising 


Mr. Brown's valuation for that year was 16.5 
cents a pound and the raluation used was 9.é 
cents por pound. Mr, Brown's figure being 
the average cost during the year 


This method of calculation was not adopted 
by Mr. Brown at the request of the Conmis- 
sion but because he was trying to get as 
nearly as possible to what was accumte 


In 1916, Discounts on goods in process and 
finished goods had been 25% » In 1916 they 
increased to 40% 


In the inventory book, fran mge 203 to 214, 
the discounts exe taken et 25% while they ha 
ve been w-written in red pencil at 407 


The 1916 Sudget was brought down on February 
16th, and assented to in May, ani the Busi- 
nesa Profits War Tax Act was brought dom in 
the Budget 


For the first periodin which the Company is 
asked to disvelose the basis of its inventory 
Mie. Bruce reports that cloth and process 
eloth have been taken at cost less 15%, Mara 
31, 1918 (Ex, 1062) 


Mr, Bruneau claims it was a fair thine for 
Mr. Bruce to state it at 15% off cost 


The cost had been estimated in the best pos- 
sible manner and in 1918 it was reported to 
the Government that the goods were being 
earried at less than cost by 15% 


During that seme year the raw cotton and 
supplies were continued at the same smount 
as 1915 and 1916 


For 1918, Mr. Brown’s valuation was 88,5” 
as against 7.9¢ , the valuation of the 
Company 
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iy, Brunean contends that Nr ,Shepard and 
Mo, Boown agreed that the pries for 1918 
was 16,92¢ 


Mis, Brown who was put forward by Mr, Dawson 
wae the man who could give the eaesurage fh« 
gure s 


Mr, Brown was also examined by Mr, Kallosk 


Me, Metuer states the matter iz eertous 
becanws 1% sugeeste that the Mbles used in 
hie brief are uot s ceurnte while they have 
beon aworm to by the paragon put forward to hin 
by Sar, Dawson 


tn 1919, the Department aliowed 967,250 out of 
$230,000 requested ec o *peciel reserve in anw 
ticipation of poa@tewar drop in the price of 


Hoving auffexed wory serious losses the Company 
submitted in ite 1920 report it ms entitled te 
veviee ite figures in ite inventory 


At that time @ fil disclosure of ite practice 
wae meie to the Goverment in a statement filed 
June 24th, 1921 


ta this statement the Company claimed the cise 
count taken off waa not sufficient to meet the 
sluap and reveale that the inventories are tea« 
ken at cost less depreciation deducted to 
bring the avount to ma ket value current wi thin 
12 ronthe of date of Laventory 


Letter quoted in My, MeRuer's Brief refers to 
this statement (2. 896) ani wherein it is 
stated the oriee 9¢ por Ib, was reduced to 6¢ 
por lb. on secount of the slump 


Depreciation deducted was inveatory over valuae 
tion, mew cotton, ranging from S¢ to SO¢ 


or, Dawdon (liv. ps 11550) being examined about 
that Mr, Brow appear because he was in abetter 
position to give the information required 


Again at page 11383 Mr, Dawson states that 
Mr, Brown eould answer the questions putup 
to him much better 


Instead of ¢rosa-exemining Dr. Dawson, Mr. 
Kellock preferred toe@mmins Mr, Brown 
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Bruneau submite that unier the Act the 
Company Shimed i$ wae enti ted to marry 
the eotton at eo st 


faxing enthorities wuld asoume that certi« 
tioates stating cotton waa taken at coat 
wold moan the cost at whim the ¢urrent 
year's cotton was bout not the value of 
it many years earlier 


Bruneau saya Company maie no real profits 
in 1920 when cottonws at 40g ami jumpsd 
bask to Gg 


Brunean says figures in Inventory book are 
relinble ani arvthing was ever changed and 
never wae any statement submitted frac the 
book which was not in accordance with the 
pook 


Citations from Paxton ani Varcoe’s "Dominion 
Income Tax Law” 


Paxton and Yareos express the opinion that 
iuwenteries should be prepared om the basis 
of eat 


Bruneau guimite that a particular eni will 
established sushomeniated that itwas fully 
4iaelosed to the texing authorities in 1921 
ané 1922 was approved by then ot that tine 
and that the Company waa entitled to preaume 
that 44 continued acseptable until notice 
to the contrary was given 


Plexton and Varooe state there must be a tum 
over of morechandise before a profit cam be « 
gaia to heave agormed or been received 


Oniinery comercial practice of business mon 
muat be wholly velied on in determining net 
profits 


Bneyolopeedia Britannica states that 1t isa 
absolutely imposaible to determine the pro- 
fite of a going concorn from year to year 
with precision, because nothing more relia~ 
bie that estimetes ean be given of the value 
of outetanding obiigat ions 


Bruneau protests against the ingustice of re 
opening questions which have been considered 
an gettled for as long as 20 years, particu? 
larly afier the death of the persons ace 
quainted with the fasts 
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In France there is a limit of seven years 
in which to reopen tax matters 


Bruneau supmits that the aadecanent as to 
the Business profits Yar Tax should be 
ignored ag itwas made without proper emsi«~ 
deration of the fact that settlement had 
peon effected afte: full discussion and dis« 
¢losure of all themterial faote 


Canalian Cottons does not acceys the Incone 
Yax Department's tentative agsesanent for 
$196,000 income tax and 967,000 interest on 
the hagis of valuing rew cotton at the full 
market figure ani reducing the diecount on 
the finished goods to 20% because thi staxa- 
tion is on an artificial profit which was 
never earned 


On September 30, 1936, ae aresult of insraa- 
ged gales, the dissount ws lower than on 
Maren 31, 1956, by $900,000 ond thie amount 
will pecessarily go into the profits of the 
Company where it wlll betaxed at 167 

(tv. ps 11588) 


Should ieventories at anytime return to their 
level when the Income Tax Act began to@ply _ 
to this Company, the amount of the Government’: 
Glaim would be entirely rotumed io it 


@ystes followed by Camadian Gottons is escen- 
tially @ system that makes for stability in 
the affelre of «a company 


fhe veault of the Caspany's system is that 1% 
reduces the sharpness of the ups ani downs 
and allows business to travel on a more level 

koe, 


On Mare: G1, 1990, Canadian Cottons hac on 
hand 6,652,000 pounis of finished goods On 
Meron BL, 1935, this had been radntained up 
to 8,095,092 lbs, 


The Company hag recognized its reeponal ul lity 

to carry on its operations with due regard to 
ite cbligntions to ite employees and the public 
end has not arbitrarily shut dow its plants 


Copmwell, Milltown «id Marysville all have an 
sxeeotionally good record in the matter of re 
lief ave partially to employment gives by 
Cenmadion Cot tons 
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In 1920 the discounts proved tamfficient 

48 @n @llowance te cover the depreciation 

An valuga and the Cova nsmants aliowed a further 
deduction of $634,000 


The Company nt this time (1930) found iteeit 
faced with caneollatioca of erdera aunt ing 
to 84 million dolla re 


If Company had not followed « policy of ata« 
bility made conwervative valuations of its 
goodie ami paid dividends on 2 moderate acale 
4t ould not here feeed the situation and 
Might have fased liquidation 


Gonpany's experience in 1920 anvly justified 
the adoption of & polley of conservative 
valuation and ito continuation to the preaent 
time 


If inventory bad beon @arried at full prices, 
losses would have been accentuated and the 
Cosipany's manage 
nervous ab cant aareying large etocks of goods 
even without any consideration of inceme tax 


Not & giugle g@iareholder hos camplained of the 
memes in which the Company hes mara ged its 
affaires 


the Company could not have afforded toaceopt 
eanmollationa of erlers had it aot valued 

ite geode on the basis no guggested by the 
Goverment ani arranged the renaiader of 
fits affate oni the distribution of dividends 
on that basis 


Any policy whieh produces stability in opera« 
tiong of eumpanies ia a benefit for the cone 
mmer, The net reauli of unstable conditions 
is to lead to disleeation of industry and subs 
@aquont tnereases in prices 


Goverment’ arres to some extent on he aysten 
of the Gemmany because it ia the eaciest aya~ 
tem to check 


Baouneau @ibmiis thet if tae Company's syste 
is anlOBed the Company will bave greater 
rr toulty in maintaining continuous axploy~ 
ment and in simnding behind its custonere in 

tines of falling prices 
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If Companies ean earry their stocke at cone 
servative figures om their books, they will 
be encouraged to hold them in bed times ine« 
tead of throwine them on the market 

Shis helpa to prevent the disorganication 
ent panic which sete in wena fell in pie 
ooo takes place and traders rush to get rid 
of their stocks ani merchandise 


In all companies profitable operstious depen 
on the volume of the company’s production, 
Volume of production can be maintained by 
manufacturing for stock, ag well as fer ore 
aera from euatomers, but a company wiich doe 
not huve its inventory yratected by connate 
vative veluations gansot safely malatain 
volume of production by manufacturing for 
inventory 


Brumesu suimita these cousiderstions should 
be weighed before any susgestion is made 
that theGanpany’s system of conservative 
inventory values should be discarded 
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The seriousness of ths Jopanese competition 
is pointed out in an article which appeared 
in *L*Tllustration? of July 20,1935, whered) 
it ia stoted that tariff will provide an in. 
wuffielent selution ant that workera should 
be obliged to work at minimum wages with 
compensations made up to them otherwise by 
the Governme a} in certain especial industric: 
such ag the cotton 


The Intermational Latour Office at Genoye 
has vublighed @ book dealing with the pro« 
bleu of Japanese textile competition as an 
interna tional matter 


Mx, McRuer contends that the industry has 
made an outery before it has heen actually 
hurt by the Jap mese eompe tition 


Mr. Pruneau states that this enb ject must 
he pogarded ag 4 menace and should be dealt 
with before any complication resulta 


The Comfssioner suggests that “r, Bruneau 
ag Gounsei for the Company which complained 
the loudest aul wis the most outepoken, 
shiaaid have som: conerete sugcestion to 
offer 


letter of Mr. Vaveon to Mr, Danning dated 
Fob, 25, 1966, was a plea to leave matters 
where they had been prior to the let of 
January, 1956 


The Company, no doubt, want « to prociude 
he entry of Japanese goods inte the coun~ 
try 


The delegation that saw the ministers on 
the 18th d January came to protest against 
the ateps that were taken 


In Militown, where direst competition is 
felt the following decrease has teen made 
Jans15/S6 J411916/97 

Looms yun 436 419 


Pounisa woven 31, 689 26,558 
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heport made by Mr. Marx of Associated 
Textilos of Canaia Ltd, attritated to 
Mp, Yolmie of Ganaiien Cottonsa Ltd, the 
statenent that Japanese goodie had forled 
the shutdown of the Milltown Mill 


Mr. Dewaan ddclared !Se Tolmie wae not 
examined on the point + no one on behalf 
ef Canadian Cottona made that statement 
(June 14) 


Extracts quoted trom mamorandum attached 
to letier of Fov, 25/86 (Ex, 508) are 
sufficiently lang 


The pemoramiun refers to a subject much 
more Limited then sould appear fram the 
brief 


From the portion eited of the Srd paragrach 
one would imagine that a total shut down in 
rayons generally was being spoken of by the 
company wherece thia is not the altuation 


Cwrtailment in production woul4 appear to be 
eroater from the extracts than they sactuale 
ly wore 


The telegram shows that 2, Tolede was con- 
gerned withan afer of Japanese goods at a 
orice substantially below the Ganadian cost 
of preéuction 


Mv, MeRuer claime that in the letter of 
Yob, 23 (Sx. 608) “xv, Dawson is quite specific 
fie in whet he asks for 


Wr. MeRuer shows that t. vurchase of yarns 
have ranged from 269,906 pounds in 1951 to 
634,362 poundie in 1936 


The Gomuiseioner siates that in view of the 
increasing quantities of purchased raw mate- 
vial the alarm waa not # great as some of 
the letters would iniicate 


Although production was being reduced as of 
Jan, 16/36 ani by purchasing such large quen- 
tities the Cospany wasn doing ite best to con- 


tinue operations 
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Ki’, Dawson submitted to the secretary 

a letter with varioua annexes showing the 
extent of the cancellation of orders atiri-~ 
mtahle to Japanese conpetition 


It appears in Vr. Vewson's evidence (p.7183~ 
4) that cancellations were avoided because 
the company stood behind its customers by 
either reeting the Japanses terms or allowing 
oancellationsa and by stopping production in 
empotitive linea 


Mapengion hag taken place on the lines which 
are not yet in competition with Tapanese 
goods 


Phe increase in wages granted on Decerber 
Lat, 1956, does not establish that the 
Company is not affected by Japanese compes 
tition 


While Sy, HeRuer eleims that the statenents 
made by Officers of Canadian Cottons Lid are 
unfoumied, Canadian Cottons culmite that they 
were strictly true ani in the best of faith 


A little prosperity at the moment does not 
dispose of the denger 


Mr. Johnson's statement that they are not 
affected by Japmens somcetitions applics 
to yams only and sot to the lines manufac~ 
tured by Canadian Ccttma Lid. 
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The 10% wage eub took place in 1985 « &f 
wee vestered dn 1894 end full restoration 
took place in Deeenber 1956 


Statievice ehow that in 19% ost of living 
hei fallen by 254 and in 1934 it wes ati1i 
20% down 


The wight of the seployees to organize in 
their own interata ba ¢ never boon denied 


Ye, Reumesn is sot sronpered to siate woether 
the Commny would a1 with cxrgecni ged labour 
or not 
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4e atated by Mr, Beauregard, Ex. 1530 shows 


the imerease qranted to suployees of the Wa-~ 


baseo Cotton Co. 


Biniag Roose altiouch not offielally ina. 
eurated are not yet opened to workers 


Ba. 1325 ia a declaration of Mr, Whitehead 
concerning the ingtealment of noneconi ri due 
tory aiekness inauranee in October, 1936 


No premiums are paid by the workers and 
idenanities are divided into 3 groups, #3, 
$5 and $10 weekly 


Zt has been aiown after several unsuceseful 
attespe that undone do not lest in the cote 
ton industry — 


Kix, Lajeie Contends that inatesd of helping 
the cotton industry in ite sroereas, unions 
hanger relations between workers ond enplo}~ 
yees 


Workers st the Yabases plant were apvarente 
jy satisfied until Sr, Bastien arrived, and 
although he had said that the time was not 
ripe yet toe workers went on strike 


The strike occurred bmeiictely folioving 
the emominents to the Women's Minima Cage 
Law 


Dieplacenest of mile workers when Geanpany 

availed iteelf of permission riven by Arte 

IVA of the Minimum Wage Aet to amoloy wanen 
from 3 pems to 11 poems was a serious grice 

yance of the male wrkers 


Ghilaren’s wages were pald in the case where 
married man beeged for any sort of work raw 
ther than stay idle 
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tig, Lajoie cleims that the woll outfitted 
Ging room ic net very much frequented 


Rates of wages altiough low have been shown 
to be aleays within the mining 


Mos Lajole claims thet the instry cannot 
he blamed forhoving mechanized to keep pace 
with competition, incresss ite industry and 
eeeduction ant et the sam time endeavour 
to miuce anploymont 


Wabaseo havine pald no dividende since 1920 
or 21950 labaur ani waces sanmot be asid to 
have euffered in order to provide funds for - 
te sayment of dividends 


in the proaperity rera, the devression yeure 
tmild not be foreseen 


Shareholders of to=wiay are not the gane ag 
a few years ago ani the shares are distri-« 
buted among the public 


2 differont unions with varying objectives, 
ars toying to mgotiete colicctive contracts 
ani the Goupasy is at 4 loss to know with 
whieh one of the 2 unions it shonld deal 
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